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Department of Finance Ministere des Finances 
Canada Canada 


Paul Rochon 
cc. Rob Stewart 
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/Access to Information - 

MEMORANDUM v NOTE OE SERVICE 

Security cl^sjfleatioo Classification de S4kuril6 (' '/ 

SECRET 

Originator Auteur 

Jason Christie 

Our file Notre refi&eace 

Vourfile Votre r^fftroue 

2017FIN461457 

Dele 

SEP 1 k 2017 


Meeting of Deputy Ministers on the North American Free Trade Agreement (NAFTA) 


For information. To be read before your upcoming meeting with the NAFTA Chief 
Negotiator, senior officials from the Privy Council Office and other Deputy Ministers 
implicated by the NAFTA re negotiat ion. 

Issue 


You and other deputy ministers implicated in the renegotiation of the NAFTA, as well as senior 
officials from the Privy Council Office, will be briefed by the NAFTA Chief Negotiator, Steve 
Verheul. This note provides information on the overall state of play and key issues in the 
renegotiation in which the Department is implicated. 

Background 


Two rounds of negotiations have now taken place in late August in Washington and early 
September in Mexico City. A third round of negotiations is scheduled for September 23-27 in 
Ottawa and subsequent rounds are expected to occur rou^y every three weeks until December. 


Rick Stewart (369-5691) 
Patrick Halley (369-4036) 


Canada 
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s.21(1)(c) 
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Access to Information 
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Depaftmeni of Rnianco Mlnlsl6re des Finances 
Canada Canada 


For Signature by / Information of 

A signer par / Pour I’infonnation de 

Deputy Minister 

Prepared by (name/initials/division) f 

Pr^>ar6 par (nom/initiales/division) fl 

Jason Christie - ITF/ITP {\ ^ 

0 

In consultation with (nan)e/m^tiaIs^^anch(esydivision(s)) \ 

En consultation avec (noni/initiales/direction(s)/divi$ion(s)) ' 

Approved by Approuvd par , 

Chief 

Chef 

Scott Winter 



Director 

Directeur 

Patrick Halley Jk \ 


General director 

Directeur gmeral 

\r ■ 

Paul Samson ^ ^ 

7 

Assistant Dqmty Minister 
Sous-ministre adioint 

Rick Stewart /vA 


Associate Deputy Minister & G7 
Dtputy for Canada 

Sous-ministre delegue et repr^entant 
du Canada au G7 

Rob Stewart 



Associate Deputy Minister 

Sous-ministre dSegue 

Dq)u^ Minister 

Sous-ministre 

Paul Rochon 



Remarks Remarques: 




NAFTA meeting with Steve Veiheul 



File no. Node dossier 

2017FIN461457 

Date 


Associate Deputy Minister & G7 
Deputy for Canada 


□ 

Sous-ministre d414gu^ et representant ( Sign on behalf of DM ) 

da Canada au G7 

( Signer au nom du SM ) 


Associate Deputy Minister 
Sous-ministre dH^4e 

( Sign on behalf of DM ) 

( Signer au nom du SM) 

.□ 

Assistant Deputy Minister 
Sous-ministre adjoint(e) 

( Sign on behalf of DM) 

( Signer au nom du SM) 

□ 
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PROTECTED B 

Origmator Auteur 

AwatifElshibli 

Our file Notre rtfiEmce 

Your file Votre r^fiSrea^ 

2017FIN460352 _ 

Dale 

SEP 2 9 2017 



Change Related to the Harmonized Sales Tax (HST) in Newfoundland and Labrador 


For action. 


Issue 

Newfoundland and Labrador Finance Minister and Presidait of the Treasury Board, the 
Honourable Tom Osborne, wrote to you (letter attached) to advise you of the province’s 
decision to reinstate the point-of-sale rebate for the provincial portion of the Harmonized Sales 
Tax (HST) on book sales effective January 1,2018. 

The letter requests that the Government of Canada take the necessary steps to implement the 
policy change. This note outlines the provincial and federal actions required to reinstate the 
Newfoundland and Labrador book rebate and includes a proposed reply letter to Minister 
Osborne. 

Background 

Up until 2017, Newfoundland and Labrador provided a point-of-sale rebate for the provincial 
portion of the HST on books. In its 2016 budget, however, the province announced that it 
would eliminate the rebate. The province also asked to adopt the federal rebate provided for 
books. 

• Under the Excise Tax Act, a GST rebate can be claimed for books (including audio 
recordings of printed books and printed versions of religious scriptures) acquired by 
public libraries, educational institutions, as well as charities and qualifying non-profit 
organizations, prescribed by regulations, whose primary purpose is the promotion of 
literacy. 

Necessary steps were taken by the federal and provincial governments and the elimination of the 
point-of-sale rebate on book sales took effect on January 1,2017, as announced by the province. 
Federal regulations to implement the changes, Regulations Amending Various GST/HST 


SADM: Andrew Marsland (613-369-3739) 
Director: Sean Keenan (613-369-3766) 


s.14(a) 

s.21(1)(a) 

s.21(1)(b) 
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Regulations, No. 10, were published in the Canada Gazette on December 14,2016 (SOR/2016- 
306). 


In the attached letter to you dated August 22,2017, Minister Osborne notified you that the 
province has decided to reinstate the point-of-sale rebat e for the provincial portion of the HST 
on book sales effective January 1,2018. i 



Steps Required by the Provincial Government 


Under the sales tax harmonization agreement with the province (the Canada-Newfoundland and 
Labrador Comprehensive Integrated Tax Coordination Agreement (CITCA)), the province has 
the flexibility to introduce/eliminate rebates in respect of the provincial component of the HST 
provided certain conditions are met. In particular, the province must: 


1. Notify Canada at least 120 days before the effective date of the proposed change 




Make a public announcement at least 60 days before the effective date 


land 


3. Table in the provincial legislature an instrument in respect of the proposed amendment 
requesting a timely vote by the legislature. 



Once the province satisfies the CITCA requirements, Canada is required to take the steps 
necessary to reinstate the Newfoundland and Labrador book rebate, in a timely manner. 



Steps Required by the Federal Government 

The HST is implemented under the federal Excise Tax Act and any change to the provincial 
component of Ae HST is implemented via federal regulation imder the Act. As such, federal 


s.14(a) 

s.21(1)(a) 

s.21(1)(b) 
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regulatory amendments will need to be made by Canada to complement the provincial book 
rebate and facilitate the delivery of the rebate at the point of sale by vendors. 



Next Steps 



s.14(a) 

s.21(1)(a) 

s.21(1)(b) 
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Ottawa, Canada K1A 0G5 


2017FIN460352 


OCT 2 0 2017 


The Honourable Tom Osborne, M.H.A. 

Minister of Finance and President of the Treasury Board 
Government of Newfoundland and Labrador 
Main Floor, East Block Confederation Building 
P.O. Box 8700 
St John’s, NLA1B4J6 


Dear Minister; 

I am wri ting to acknowledge your letter of August 22,2017 in which you notified me of 
Newfoundland and Labrador’s decision to reinstate the point-of-sale rebate for the 
provincial component of the Harmonized Sales Tax (HST) on book sales. 



s.14(a) 
s.21(1)(a) 


Canada 
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Thank you for your letter and be assured that my officials will work with your officials 
going forward to execute Newfoundland and Labrador’s policy change. 

Your sincerely, 

s.14(a) 
s.21(1)(a) 

The Honourable Bill Momeau, P.C., M.P. 
c. The Honourable Diane Lebouthillier, P.C. M.P. 
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Mew^ii&dland 
Labrador 


D- 


lent divulgue eri veitu ct 1^. 


L ■ sur l':‘o As a nnt-n 

Government of Newfoundland and Labrador 
Department of Finance 
Office of the Minister 


August 22, 2017 


The Honourable Bill Morneau 
Minister of Finance 
90 Elgin Street 
Ottawa, Ontario 
K1A0G5 


The Honourable Diane Lebouthillier 
Minister of National Revenue 
555 MacKenzie Avenue 
Ottawa, Ontario 
K1A0L5 


Dear Ministers: 


I am writing to apprise you of the Government of Newfoundland and Labrador’s decision to 
reinstate the point of sale rebate of the provincial portion of the HST on book sales. It Is the 
intention of the province that this change become effective for eligible purchases made after 
December 31, 2017. 


I trust that Finance Canada, in conjunction with the Canada Revenue Agency, will proceed to 
take any actions necessary to implement the changes that are within their respective mandates. 
I anticipate that the necessary provincial regulatory amendments to provide authority that would 
allow for this change will be made without inordinate delay. 


Should your officials need to contact the Government of Newfoundland and Labrador on this 
matter, ple^se^ contact Mr. Jay Griffin, Director of Tax Policy at (709) 729-6847 or 
iqriffin@qo^nl.g a 

Yours ^cerely, V/ 




Honourable Tom Osborne, M.H.A. 
Minister of Finance and 
President of Treasury Board 


P.O. Box 8700, St. John's, NL, Canada AIB 4J6 t 709.729.3775 f 709.729.2232 
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August 22, 2017 

Review of Provincial Tax System and Plan to Eliminate Book Tax 
Announced 

The Honourable Tom Osborne, Minister of Finance and President of Treasury Board, 
today announced a review of the province's tax system, along with its plan to eliminate the 
provincial portion of the Book Tax. 

To guide the review of the province's tax system, a five-person committee has been 
appointed with members having varying backgrounds in economics, taxation and public 
policy, with representation from the business, social and labour sectors. Members include: 

• Steve Jerrett, Chairperson 

• Peter Woodward 

• Brian Bonnell 

• Carol Furlong 

• Marion Pardy (Very Rev. Dr.) 

The review will be completed in September 2018 with the final report expected in 
November 2018 for consideration of all recommendations prior to Budget 2019-20. 

In Budget 2016, the Provincial Government eliminated the 10 per cent provincial rebate on 
books. Today, Minister Osbourne will write the Federal Government to reinstate the 
rebate. 

The main objectives of the independent tax review are to ensure the province's tax system 
is competitive and teir, identify ways to simplify the tax system and reduce costs for both 
government and tax payers. During tee review, consideration will be given to whether the 
appropriate tax mix is applied to taxpayers as well as the progressivity of the tax system. 

As committed to in The Way Forward: Realizing Our Potential, both personal and 
business taxes will be evaluated during the review (a full list of taxes to be reviewed are 
included in the backgrounder below). The scope of the review will consider revenue 
sources and new tax incentives including labour-based tax incentives for emerging 
industries and tax incentives for employers in the skilled trades who increase tee number 
of apprentices they take on. The tax review will also consider tee province’s tax capacity, 
taking into account issues such as competitiveness and economic impacts. 


Skip to Main Content 
Finance 


httD://vww.releases.fi:ov.nl.ca/releases/2017/fin/0822n03.asDX 
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Today’s announcement follows on the Budget 2017-18 decision to reduce the temporary 
Gas Tax by 12.5 cents per litre by December 31.2017.The remaining four cents will be 
reviewed as part of the fall fiscal update. 

Quotes 

"Our government is committed to ensuring ttie province's tax system is fair to all residents, 
including seniors and people living on fixed outcomes. I thank the members of the 
committee for their contribution to this important work. Today’s announcement to eliminate 
the provincial portion of the book tax and a review of our tax system marks a critical step 
in realizing that commitment. Ensuring the province’s tax system is competitive, balanced 
and less cumbersome ymW help attract investment and provide an incentive for young 
families and businesses to put down roote in the province.” 

Honourable Tom Osborne 

Minister of Finance and President of Treasury Board 

"I would like to thank Minister Osborne for the opportunity to contribute to this tax review - 
1 believe a fair, equitable, and competitive tax system is essential for the long-term fiscal 
stability of our province." 

Steve Jerrett 

Chair, Independent Tax Review Committee 

-30- 


Leam More 

Provlnda! tax information - vww.fin.aov.nl.ca/fin/tax programs incentives/ 
The Way Fonward - thewavforward.aov.nl.ca 
Follow us on Twitter: @GovNL iP and @FIN GovNL li 

Media contact 

Lisa Lawlor Finance 
709-729-4839, 730-1568 
lisalawlor@qov.nl.ca 


BACKGROUNDER 
Scope of the Tax Review Committee 

Both personal and business taxes will be evaluated during the tax review and will include 
the following: 

* Personal Income Tax 

• Gasoline Tax 


http;//vmw.releases.gov.nl.ca/releases/2017/jBn/0822n03 .aspx 


2017-08-31 
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• Tobacco Tax Loi sur I'acces a linforna ’ V. 

• Retail Sales Tax on Insurance Premiums 

• Retail Sales Tax on Used Vehicles 

• Harmonized Sales Tax 

• Corporate Income Tax 

• Health and Post-Secondary Education Tax (known as Payroll Tax) 

• Insurance Companies Tax 

• Financial Corporations Capital Tax 

Biographies of Tax Review Committee Members 

Steve Jerrett (Chair), located in Botwood, has over 25 years of experience in fiscal 
relations, economics, and management, Mr. Jerrett is currently the Chief Administrative 
Officer/Town Manager for the Town of Botwood. He previously worked for the 
Newfoundland and Labrador Medical Association, the College of Physicians and 
Surgeons of Newfoundland and Labrador, as an executive with Central Health Regional 
Health Authority, the Government of Nunavut's Department of Finance and with the 
Government of Newfoundland and Labrador with the Department of Finance and 
Executive Council. He holds a Masters in Economics from Acadia University. 

Peter Woodward of Happy Valley-Goose Bay, is President and CEO of the Woodward 
Group of Companies, President of Labrador Motors and President of Markland Realty. He 
has previously served as Chair of the Labrador Health Corporation, Chair of the Labrador 
College and Chair of the Premier’s Advisory Council. 

Brian Bonnell, is a Charter Professional Accountant living and practicing in Corner Brook. 

He is currently a board member with several private businesses and has served as a past 
board member of the Atiantic Canada Opportunities Agency. He has also served as Chair 
of 2008 Newfoundland and Labrador Summer Games and as a manager and coach of the 
Newfoundland and Labrador Speed Skating team at three Canada Winter Games. 

Carol Furlong, located in St. John’s, has worked extensively within the labour movement, 
and also has a strong working background in consumer protection. She served on 
numerous national and provincial committees and currently sits on the Board of Directors 
for the Canadian Labour Institute. 

Marion Pardy (Very Rev. Dr.), located in St. John’s, has expertise in education, public 
speaking, respectful dialogue and working in multi-faith and community environments. She 
served as a board member on Stella’s Circle for 24 years and continues her participation 
as Board Emeritus. She is also a director on the Religious Social Action Coalition and a 
member of the International Women’s Forum and former Moderator of The United Church 
of Canada. 

httD://www.reieases.2ov.nl.ca/releases/2017/fin/0822n03.asDx 2017-08-31 
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Hamel, Carole (FIN) 



• Document 6\yu\gu 


From: 

Sent: 

To: 

Cc: 

Subject: 

Attachments: 


da Silva, Cynthia (HN) 

August'25-17 9:49 AM 
Hamel, Carole (FIN) 

Gauthiers, Nathalie (RN); Langens, Margaret (RN) 
FW; Letter from Minister Osborne 
img-825101444-0001.pdf 






5 2m 


To print, please and thanks! 

From: Chalke, Allie (FIN) 

Sent: August-25-17 9:45 AM 

To: Gauthiers, Nathalie (FIN) <nathalie.gauthier3@canada.ca>; da Silva, Cynthia (FIN) <cynthia.dasilva@>canada.ca>; 
Langens, Margaret (FIN) <margaret.langens(S)canada.ca> 

Subject; FW: Letter from Minister Osborne 

Can we please register? 

Thanks I 


Allie 


From: Connors, Heather fmailto:hconnors@gov.nl.ca1 
Sent: August-25-17 8:46 AM 

To: Chalke, Allie (FIN) < allie.chalke@canada.ca >: 'Diane.Lebouthillier@parl.gc.ca' < Diane.Lebouthillier@parl.gc.ca > 
Subject: Letter from Minister Osborne 


“This email and any attached files are intended for the sole use of the primary and copied addresseefs) and may 
contain privileged and/or confidential information. Any distribution, use or copying by any means of this 
information is strictly prohibited. If you received this email in error, please delete it immediately and notify the 
sender.” 
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Minister’s Office Correspondence 

Correspondence from Federal / Provincial / Territorial Ministers / VIP 


Briefing Note / Letter Requests: 

Return Blue Dockets directly to DM0 for processing 


Requestor; 



Date of Request: T/^// 


Action 

Reply for Minister 

Reply for Minister & Briefing note 

No Action Required / Close and File 



Note: 

> Reply MS davs turnaround, unless otherwise specified) 
r Reply & Briefing note fS davs turnaround, unless otherwise specified) 
Attachments; | | 

Comments: _ 
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Office of the Minister 
of Finance 





Doou;“ent divulgue eri v^;rtu cF h: 

Cabinet du ministre /acC6S a I infofr'^e'’ ■ • : 

des Finances 


Ottawa, Canada K1A0G5 


2017FIN460352 

SEP 0 8 2017 


Ms. Susan Elliott 

Executive Assistant to 

The Honourable Tom Osborne, M.H.A. 

Minister of Finance and President of the Treasury Board 
Government of Newfoundland and Labrador 
Main Floor, East Block, Confederation Building 
P.O. Box 8700 
St. John's, NL A1B4J6 


Dear Ms. Elliott: 

On behalf of the Minister of Finance, the Honourable Bill Momeau, I acknowledge 
receipt of Minister Osborne’s correspondence of August 22,2017. 

I will ensure that his correspondence is brought to the Minister’s attention as soon 
as possible. 

In the meantime, should you have any questions or wish to enquire as to the status 
of your correspondence, please do not hesitate to contact me directly at 613-369-5696. 


Sincerely, 



Elliot Hughes 

Deputy Director - Tax Policy 

The Office of the Honourable Bill Momeau - Minister of Finance 


CanadS 
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Canada 
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A signer par / Pour I’infonnation de 

Minister of Finance 

Prepared by (name/initials/division) 

Prq>ar£ par (nom/initiales/division) 

AwatifElshibli/369-3758 ^ 

Chief/Chef 

Terence Brown/369-3757"!^ 

In consultation widi (name/imtial$/bFaocb(es)/divisi<»)(s)) 

En consultation avec (noni/mitiates/direction(5)/divisi<n)($)) 

Ryan StammersMark Sylvest ^ 

Approved by Apptouvipar 

Director SearK|4eenan 

Directeur / j < ■ 

( / i ^ 

General Director t • 

Directeur efedrai Miodrag Jovanovic^y)^ 

DtS^S Brian Emewei^^ 

Assistant Deputy Minister / A 

Sous-ministre adioint / / 

Senior Assistant Deputy Minister _ 

Sous-ministre adiSindpai Andrew Marslant^ //V \ 

Associate Deputy Minister A G7 

Deputy for Canada rt 

Sous-ministre dti^i et repr6sentant K.00 oiewart 
du Canada au G7 

Associate Deputy Minister 

Sous-ministre d^I^i 

ES" PaidRochon 

Remarks Remarques: 

File no. No de dossier Date 

2017FIN460352 SEP 2 0 M17 


Associate Deputy Minister & G7 
Deputy for Canada 

Sous-ministre d^igutl et reprfoentant 
du Canada au 07 

( Sign <m bdialf of DM } 

(Signer au nom du SM) 

□ 

Associate Dq)uty Minister 
Sous-ministre ddl^te 

(Sign on behalf of DM) 

(Signer au nom du SM) 

□ 

Assistant Deputy Minister 
Sous-ministre adjoint(e) 

( Sign <Bi b^lf of DM ) 

(Signer au nom du SM) 

□ 


Tax: TPB 


File location: G:\ 
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Department of Finance Ministere des Finances 
■ Canada Canada 



FROM 

DE 


SUBJECT 

OBJET 


Minister of Finance 
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Access to Information 


MEMORANDUM NOTE DE SERVICE 


Security classification Classification de s6curit^ 

, o/ sur ^cces a ntorna - ^ 

PROTECTED B 

Originator/Telqjhone number Auteur/Num6'o de t^l^booe 

Anne David 

Mark Joshua 

Our file Notre iHiseatt 



Your file Votre r^foeoce 

2017FIN457500 

Date 

SEP 1 3 2017 


Canada Pension Plan Investment Board: Meeting with Dr. Heather Munroe-Blum and 
Mr. Mark Machin 


For information. To be read before your upcoming meeting with Heather Munroe-Blum and 
Mark Machin. 


Issue 


You will be meeting with Dr. Heather Munroe-Blum, Chair of the Canada Pension Plan Investment 
Board (CPPIB) Board of Directors, and Mr. Mark Machin, President and Chief Executive Officer of 
CPPIB. ^ This 

note provides speaking points for your meeting. 



1. Proposed Speaking Points for Meeting with CPPIB 



Suggested Speaking Points 



ADM: Leah Anderson (369-3620) 

Director: Nicolas Moreau (369-5613) 

S.14 

s.16(2)(c) 

s.18(b) 

s.21(1)(a) 
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Access to information 


W Department of Finance 
Canada 


Mlniatire das Finances 
Canada ul Sur / 


Jivulgue ec vcrtu 
;es a linforma' V.-: 


For Signature by / Information of 

A signer par / Pour I’information de 




Minister of Finance 


Prepared by; 

Prepare par: /f\) 




Anne David / ( / 








In consultation with: 

En consultation avec : 




Marie-Josee Lambert, Chief, Crown Corporations and 

lir 

Approved by / Approuvi par 

Director 

Directeur 

Nicolas Moreau 


Senior Advisor 

Conseiller principal 

Peter Routledge 


General Director 

Directrice gdn^le 

Annette Ryan 


Assistant Deputy Minister 
Sous-ministre adjointe 

Leah Anderson 

Associate Deputy Minister and 

G7/G20 and FSB Deputy for Canada 
Sous-ministre del^gu^ et repr^entant 
du Canada au G7/G20 et au CSF 

Rob Stewart 



Deputy Minister to see 

Sous-ministre i voir 

Paul Rochon 



Remarks / Remarques: 




Canada Pension Plan Investment Board: Meeting with Dr. 
Heather Munroe-Blum and Mr. Mark Machin 

File no. No de dossier 

2017FIN457500 

Date 

SEP 1 3 2017 


Associate Deputy Minister and G7/G20 

and FSB Deputy for Canada 

Sous-ministre delegue et representant 

du Canada au G7/G20 et au CSF ( Sign on behalf of DM) 


( Signer au nom du SM) 


Associate Deputy Minister 
Sous-ministre delegue 

( Sign on behalf of DM ) 

( Signer au nom du SM ) 

Assistant Deputy Minister 
Sous-ministre adjoint(e) 

( Sign on behalf of DM ) 

( Signer au nom du SM) 
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Deputy Minister 


s.16(2)(c) 


Bank of Canada: Board of Directors Meeting September 20-21,2017 



Security classification Classification de stoiriti 

I o/ r -es a .>7nforr'-a 

PROTECTED B 


Originator Auteui(e) 

Anne David 


Our file Notre i^fibeoce 



Your file Votre rdfirence 


2017FIN461552 

Date 

SEP I 9 2017 


For information. To be read before September 20,2017. 


Issue 

You are scheduled to attend the next Bank of Canada Board of Directors’ (the Board) meeting 
on September 20 and 21 in Ottawa. We imderstand Rob Stewart will attend on yom behalf. 



ADM: Leah Anderson (613-369-3620) 
Director; Nicolas Moreau (613-369-5613) 


s.18(b) 

s.18(d) 

s.21(1)(b) 
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Department of Finance Ministftre des Finances , 

Canada Canada . Oi sur tacces a hnforna : 



For Signature by / Information of 
A signer par / Pour 1’information de 


Deputy Minister 


In consultation with: 
En consultation avec : 


Marie-Josee Lambert, Chief, Crown Corporations and 
Currency m 


Approved by / Approuv^par ^ ^ 

Director 

Directeur 

Nicolas Moreau 

^ _ 

Senior Advisor 

Conseiller principal 

Peter Routledge 


General Director 

Directrice g^erale 

Annette Ryan 


Assistant Deputy Minister 
Sous-ministre adjointe 

Leah Anderson 


Associate Deputy Minister and 

G7/G20 and FSB Deputy for Canada 
Sous-ministre d£l^£ et rqjrdsentant 
du Canada au G7/G20 et au CSF 

Rob Stewart 



Deputy Minister to see 

Sous-ministre a voir 

Paul Rochon 



Remarks / Remarques; 




Bank of Canada Board and Committee Meetings - 
September 20 and 21,2017 

File no. No de dossier 

2017FIN461552 

Date 

SEP 1 9 2017 



Associate Deputy Minister and G7/G20 

and FSB Deputy for Canada 


Sous-ministre d4i^gu4 et repr^sentant 

du Canada au G7/G20 et au CSF 

( Sign on behalf of DM) 

(Signer au nom du SM ) 

Associate Deputy Minister 
Sous-nunistre d^l^gu^ 

(Sign on behalf of DM) 

( Signer au nom du SM) 

Assistant Deputy Minister 
Sous-ministre adjoint(e) 

( Sign on behalf of DM) 

( Signer au nom du SM) 


000041 









I^i 

T I 

FROM 

DE 

SUBJECT 

OBJET 


DuuUti iSML I fc;lfcias*r:d UT'^ic f" ' V; 

Access to Information ' 


Department of Finance 
Canada 


Paul Rochon 


Leah Andersou^ 


Ministdre des Finances 
Canada 


Memo to Depiny Miniiler 

DMO».....»...M_»........Orig. + 4 

Aiioc DM a G7 Dqwiy.1 

EFP_ e-copy 

CaC___ c-copy 

LAV.~e-copy 


s.16(2)(c) 


Document divulgue e?; vcoj g <: 

MEMORANDUM ^ NOTE DE SERVICE 

PROTECTED-B 

Ori ft ii ii» opn rrlf|ihnnr rnifnhrr Auteu/Wiuu fcodeifldiihoiie 

David Smitfa/Kevin English 


OnrSe NeifefdSraDce 



Yoorffle VcbenMnoce 
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SEP1 3 2017 


Financial Sector Forum - Heads of Agency Panel 


This note supports your participation at tiie Fii^andal Sector Forum on September 14, 
2017. You will be greeted in the Victoria Room by this year’s lead organizer, Jason 
LaMontagne of OSFI, and seated at the head table wiOi your fellow panelists. The 
Siq)erintaidait will stay for the duration of the event; howevqr die other Agency Heads will 
likely depart following the session._ 


Issue 

On Sqjtember 14,2017, you are sdieduled to participate in a Heads of Agency panel at the 
Financial Sector Forum, fiom 9:15 ajn. to 10:45 a.m., 111 Sussex Drive. Lynn Pattorson, 
Micb&le Bourque, Lude Tedesco and Jeremy Rudin will also parddpate on die panel. Attached 
are three questions diat will be posed by die panel moderator and a few suggest^ thought 
starters for your consideration. 

Background 

The Finandal Sector Forum is intoided to be a one-day knowledge-sharing and team-building 
event organized by, and for, employees from the Bank of Canada, the Canada Dqiosit Insurance 
Corporation, the Department of Finance, the Finandal Consumer Agency of Can^ and die 
Office of the Superintoident of Finandal Institutions. We expect attendance of roughly 250 
delegates fiom the different agendes. 

! 

The Forum will laundi with a Heads of Agency panel followed by five plenary sessions during 
which expols fiom eadi of the agoides will share their views and perspectives on broad 
questions related to the finandal sector, in an inta’active and fast-paced fiirmat. The agenda is 
attadied for your information. 

During the Heads of Agency panel, you will be asked to share your reflections on three 
questions (attached alopg \^th thought starters). You will have four minutes for each response. 


Senior Advisor: Peter Roudedge (36SM013) 
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Attachment 1 

Heads of Agency Panel - Questions and Thought Starters 


Question 1 

The 'what keeps you up at night?' question. 

What, in your view, is the greatest threat to the stability of the overall Canadian financial system? 

And I am leaving this question purposely high level, but what is out there that you see as a potential 
threat to the soundness of the system? 

Order: J. Rudin, M. Bourque, L. Tedesco, L. Patterson, P. Rochon _ 

(20 minutes - 4 minutes each) _ 


Macro view: 

• Working through period of adjustment -- Federal Reserve /ECB tapering, China restructuring, 
central bank rate normalization, recapitalization / restructuring of certain European banks. 

• NAFTA negotiations and geopolitical environment (e.g. North Korea) could cause markets to 
become skittish. 

• Canadian GDP growth strongest amongst G7 nations in 2017. 

• Canadian financial system is functioning well; regulated sector is more resilient on a global basis 
following post crisis reforms. 

Economic Stability and Risks to Canadian Households 

• Greatest threat to economic growth - high level of household indebtedness and elevated house 
prices in our two largest cities; factors are not coincidental, rather self-reinforcing. 

• Non-amortizing-mortgage household debt is also increasing (e.g. auto loans, HELOCs). 

• Cyclically, want to ensure that lender and borrower vulnerabilities are contained - particularly in 
those geographies where household financial leverage is highest. 

• Appreciate OSFI for its work on capital standards and reinforcing prudent lending; the Bank of 
Canada for its work on vulnerabilities, and CMHC for its analysis and advice with regards to the 
housing sector. 

• Department continues to assess the housing finance framework to protect the economy from 
downside risks. 

• Also collaborating with provinces and municipalities (Greater Vancouver Area, Greater Golden 
Horseshoe) to assess supply issues and interactions with demand. 
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Question 2 

Now that we know what concerns you have about the external environment, what is the 
most challenging internal issue facing your organization today? 

And what is your organization doing to address this challenge? 


Order: P. Rochon, L. Patterson, L. Tedesco, M. Bourque, J. Rudin 
(20 minutes - 4 minutes each) _ 


Internal Challenge 

• Our greatest asset is the excellent people we have in our organizations. 

• Complex nature of policy areas within the financial sector means there is an ongoing need for 
technical and academic skills. Good policy development also requires good judgment. 

• Retaining and attracting talent is a key priority so that we achieve the best policy outcomes. 

• A challenge here for us all is that we are competing with the private sector, in particular the 
financial sector, for talent. 

What are we doing? 

• The Department undertakes a variety of approaches, including University Recruitment, 
professional training (e.g. CFA) and interchanges between the Department and the various 
agencies. We also need to think about other forms of outreach and approaches—e.g. options for 
a targeted financial sector resourcing strategy? 

• We must also continue to foster workplace well being (e.g. workloads, stress, etc.). 

• We have a tremendous value proposition in terms of the purpose and impact of our work. 

S.14 

s.21(1)(b) 
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Question 3 


One of the benefits of participating in internationai fora is the observation of ideas, modeis 
and practices used by giobai counterparts. What would you suggest could be done for Canada 
to derive even greater benefit from our interactions with our international peers? 

Order: J. Rudin, P. Rochon, M. Bourque, L. Patterson, L. Tedesco 

(20 minutes - 4 minutes each) _ 


• Canada fared well through the financial crisis. 

• World has changed a lot in the last 10 years. 

• Many of the financial sector questions we face are also being asked elsewhere. For example, 
open banking is being assessed and considered in the US and Australia. 

• IMF, FSB and other international fora pravide opportunities to learn from other jurisdictions. 
Both through direct interaction, and thematic reviews of best practices in various Jurisdictions. 

• We as a department are quite well plugged into international fora - the questions we must 
consistently ask ourselves are: 

o Are we open-minded enough in receiving advice and lessons learned from our global 
colleagues? 

o What is the risk that our relative success throughout the Global Financial Crisis gives us 
biases that obscure our perception of prospective risks? 

• [International interchanges, like those we undertake among our organizations, could also be an 
avenue] 
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1:30 
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Through a Consumer Lens: 

Empowering and Protecting Canadians 

9:15 

Heads of Agencies: 

A View from the Top 

2:15 


BankofCan^a: 

Finandai Sector Innovation Technology 




10:45 






Break 



Break 
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OSFI: 


re 

Department of Finance: 

Rnancial Sector Policy Context 


Supervising Canadian D-SiBs: 

A Framework for Success 



11:45 
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End 
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SEP27 2017 


Senior Advbory Committee Meeting - October 2,2017 


This note is for information and should be read jmor to foe Senior Advisory Committee meeting 
on October 2,2017. _ ' 

You will be diairing a meeting of foe Senior Advisory Committee (SAC) on Octobo* 3,2017, 
fiom 1:00 p.m. to 3:30 p.m. This note presents badeground information for eadi agenda it^n 
(agenda attadhed). 

1. Vulnoabilities (Bank of Canada - documoit attached) 

2. Housing (Finance-document attadied) 

3. 

4. Cyber Security (Finance/OSFI/Bank of Canada—document attadied) 

5. Dqiosit Insurance Review (Finance/CDIC — document attadied) 

6. Updates (Finance - no document) 

1, Financial System VnlnerablUdcg and UlA* 

The Bank of Canada (foe Bank) will lead foe presentation. 


Badaaound 



Leah Anderson 613-369-3620 
Lisa Pezzack 613-369-3864 
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Concerns ova: housing market imbalances have diminished in Toronto, but re-^o'ged in 
Vancouver. VancouvCT is seeing price growth pick up again following a slowdown in the latter 
half of 2016, while Toronto has hem cooling since April, diou^ recent data suggest the 
Toronto market is stabilizing. The Bank also highlights that price growth in the condo segment 
in bodi markets in 2017 has been stronger rdative to singile-ftmily homes. For Toronto, it is still 
too early to draw conclusions on die long-term trajectory of the market 



I 


2. Housing 

You may wish to turn to Leah Anderson to lead die discussion. i 

t 


Background 
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4. Cyber Sccuritv 

You may wish to turn to Annette Ryan to lead &e discussion. 

Background 

Cyber security is a priority issue for financial institutions, their regulators and ^vranments. 
Thoe are a numbo* of initiatives, both at the national and international levels, that sedc to 
reinforce cyba security jnactices and bolster file resilience of file finandal sector. The attadied 
brief provides an ovoview of fiiese initiatives. 
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5. Deposit lasurance Review 


You may wish to turn to Leah Anderson to lead die discussion. 


BadcBTOund 



Nominee Brokered Deposits 


Nominee brokers are brokers that have a contractual arrangement widi a member institution 
allowing dion to place dq>osit8 on bdialf of thdr clients in nominee name. This is done in die 
form of a trust and therefore receives coverage as a trust dqiosit for dqiosit insurance purposes. 

Trust dqiosits receive sqiarate coverage from funds held in odier dqiosit categories, as long as 
certain i^rmation is disclosed to the member institution prior to a frilure. Trustees must ensure 
die name, address and interest of each benefidary is disdosed on the monber institution’s 
records. 
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Next Steps 



You may wish to turn to Leah Anderson to lead the discussion. 
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SAC Meeting Agenda 
October 2,2017 
1:00 pm to 3:30 pm 
90 Elgin Street 
Boardroom 16030, le*** Floor 


1) Vulnerabilities (Bank of Canada) 

2) Housing Policy Options (Finance) 



4) Cyber Security (Finance/OSFI/Bank of Canada) 


5) Deposit Insurance Review (Finance/CDIC) 

6) Updates (Finance) 
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Key Messages 


1. Near-term outlook for housing is highly uncertain, especially in the GTA 

2. Changes to mortgage finance policy will continue to improve the quality of 
new lending 

3. 

4. 
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Near-term outlook for housing is highly uncertain, especially in the GTA 


The GTA market cooled rapidly after the Several other policy changes still to 
foreign buyers tax, similar to the GVA work their way through 


% 
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Note: Series are seasonally adjusted. Last observation: August 2017 


2016 mortgage finance rules 
B-20 

5-year fixed mortgage rates up 60 bps 
since June 

Vulnerabilities heighten uncertainty 

■ Elevated household indebtedness 

■ Extrapolative expectations 
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Changes to mortgage finance rules will continue to improve the 
quality of new lending _ 

The share of high-ratio mortgages with B-20 modifications will improve the 
LTI >450% is falling; not so for low-ratio quality of low-ratio lending 


% % 



-High-ratIo mortgages - All lenders 

-Low-ratio mortgages - FRFIs only 

-New data since June FSR 


Source: Department of Finance, Banks' Last observation: 

regulatory filings, Bank of Canada calculations 2017Q2 


■ Estimated 8% of 2016 low-ratio 
mortgages originations would not pass 
the Interest rate stress test 

■ Curtails hIgh-LTI mortgages 

■ Low-ratio represents 70% of FRFI new 
mortgages 

■ Peak GDP impact of -0.3% 

■ Risk-sensitive LTV calculation will help 
contain risk from growth in HELOCs 
and refinancing activities 
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Questions? 



www.bank-banque-canadaca 
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Objectives: 

Provide SAC members with an update on financial sector cyber-related initiatives / engagement 
activities and agree on next steps. 


Overview: 


Financial Sector Initiatives 


Communications Security Establishment Powers 

Legislation tabled June 2017 

international Work 

G7 Experts Group on Cyber Security 

1 

Canada's G7 Presidency 

G20 / Financial Stability Board 

Report to G20 ministers due 
October 2017 

CPMI-IOSCO Working Group on Cyber Resilience for FMIs 

Workplan extends to end-2019 
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Introduction: 


Cyber security threats are a growing concern due to their potential to disturb or disrupt 
financial services. Fears over the theft of personal information, financial loss and compromised 
individual privacy can erode consumer trust and confidence in the marketplace. 

For example, in July of 2017 Equifax, an Atlanta based credit monitoring company identified a 
substantial data breach where an unspecified number of Canadian and British users, as well as 
up to 143 million Americans had confidential financial information (including social security 
numbers) stolen. This financial cyber attack will likely take millions of dollars as well as multiple 
years for ail individuals to fully recover from, and the company has suffered a severe financial 
and reputational loss. 

Cyber security is a priority issue for the financial sector, the Government of Canada, and 
internationally. The Department of Finance (Finance) acts as a policy, legislative and 
communications hub for financial sector cyber issues, bringing together the views of industry, 
agency partners, and the broader Government of Canada to support a cohesive strategy. The 
Office of the Superintendent of Financial Institutions (OSFI) and the Bank of Canada (the Bank) 
ensure that federally-regulated financial institutions and designated financial market 
infrastructures are applying the appropriate cyber risk frameworks and contribute their 
expertise to broader Canadian and international initiatives. 

The paper below outlines ongoing cyber security initiatives of importance to Senior Advisory 
Committee (SAC) members. Following the discussion at sub-SAC, 
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A) OSFI cross-sector cvber review 


Cyber risk is a key concern for OSFi and is elevated by the trend to greater reliance on financial 
technologies and outsourcing or other supplier arrangements. OSFI is conducting cyber security 



f 

i 


B) Further Work to Assess Cvber Resilience of Financial Market Infrastructures (FMIsl 

In 2015, the Bank of Canada (the Bank) asked systemicaliy important FMIs to assess their cyber 
risk management practices against the National Institute of Standards and Technology (NIST) 
Cybersecurity Framework. Based on the inputs provided, the Bank identified and 
communicated a list of recommendations and priorities for FMIs (CDCC, CDSX and LVTS) and 
requested that they provide regular updates on their progress in addressing these priorities. 
Since 2015, the operators of the FMIs, TMX and Payments Canada, have reported considerable 
progress in meeting these priorities, although further work remains to fully address them, as 
well as to respond to the ever-evolving landscape Of cyber threats. Although all priorities were 
to have been addressed in 2018, there is likely to be some remaining work to do in 2019. 

In June 2016, CPMI-IOSCO published the Guidance on cyber resilience for financial market 
infrastructures (cyber guidance) to assist FMIs in enhancing their cyber resilience. The guidance 
is intended to supplement the Principles for FMIs, which the Bank has adopted as its risk 
management standards for oversight of designated FMIs. The Bank is developing an assessment 
tool that will help it to evaluate FMIs' cyber resilience practices against the CPMI-IOSCO 
guidance. Future assessments will be focused on any critical gaps that exist between the NIST 
framework and the cyber guidance. For 2018, the Bank is considering asking FMIs to perform a 
table top exercise with the Bank in order to examine how they would recover from a cyber 
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attack. The results of the tabletop will allow the Bank to understand how long it would take the 
FMI to recover end the constraints that drive the recovery time. This information will inform 
the Bank with regards to next steps for enabling the Recovery Time Objective (RTO) of 2 hours 
that is part of therCPMI-iOSCO cyber guidance. 


C) Canadian Financial Services - Cvbersecuritv Governance Council fCFS - CGC) 



Government of Canada initiatives: 

A) Public Safetv*s review of Cvber Threats to Critical Infrastructure: 

Following public consultations, the Department of Public Safety published a consultation report 
on its website. Three themes emerged in the Cyber Review results: 

• First, there is a wide-ranging need for improved cyber security skills, information 
sharing, and awareness. Cyber skills shortages in the workforce make it challenging for 
organizations to improve their cyber security, while barriers to information sharing 
make it difficult for organizations to understand changing threats and vulnerabilities. 
Awareness is needed across all demographics and public and private sectors. 

• Second, there is support for law enfor<»ment to address cybercrime while also 
protecting privacy in cyberspace. Participants expressed concern about the rising threat 
of cybercrime. 

• Third, there were calls for federal leadership on cyber security. This includes clarifying 
cyber security roles> responsibilities, and accountabilities within the federal 
government, as well as establishing a dear focal point for working with external 
stakeholders. There were calls from industry and critical infrastructure leaders for 
national cyber security standards or legislation to compel organizations to improve their 
cyber security. 

Stakeholders also want the federal government to take a leading role in cyber security to foster 
national collaboration among Canada's communities of cyber security experts, to drive 
investment in cyber security indu^ry, and to safeguard rights and freedoms in cyberspace. The 
information gathered during the Cyber Review is now being used to inform policy and program 
decisions that wHI advance cyber security capability, resilience and innovation. 
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C) Communications Security Establishment 


Bill C-59 

Bill C-59 vyas tabled shortly before the summer recess. Under the proposed legislation, CSE 
would be authorized to extend its cyber protection actiyities to include priyate networks of 
importance to the Goyernment of Canada, with the consent of the owner or operator of the 
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network (see annex 1 for some key provisions of the Bill). The proposed legislation would also 
enable the Minister of Defence to designate, by order, any electronic information, any 
information infrastructures or any class of electronic information or information infrastructures 
as electronic Information or information infrastructures — as the case may be — of importance 
to the Government of Canada. 
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A) G7 Cyber Expert Group on Cvber Security and Canada's G7 Presidency 


Canada will assume presidency of the G7 in 2018. We have started to develop a proposed 
programme of work. The G7 Cyber Experts Group (CEG), which was set up in 2015, has been 
advancing work to bolster the resilience of the financial sector across G7 members. 



B) G20 and the Financial Stabilitv Board 


In March 2017, G20 Finance Ministers and Central Bank Governors agreed to promote the 
resilience of financial services and institutions in G20 Jurisdictions against the malicious use of 
Information and Communication Technologies (ICT). To this end, the Financial Stability Board 
(FSB) was asked to undertake a stock-tak e of existing relevant public regulations an d 
supervisory practices in G20 JurisdictionsJ 



The FSB is now finalizing its report, which will be presented to G20 Ministers in October 
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Proposed Next Steps: 


The cyber file will intensify over the coming months, with many moving parts, at different 
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http://www.parl.ca/DocumentViewer/en/42-l/bill/C-59/first-readingtfenH2829 

Mandate 

16 (1) The Establishment is the national signals intelligence agency for foreign intelligence and 
the technical authority for cybersecurity and information assurance. 

Aspects of the mandate 

(2) The Establishment's mandate has five aspects: foreign intelligence, cybersecurity and 
information assurance, defensive cyber operations, active cyber operations and technical and 
operational assistance. 

Foreign intelligence 

17 The foreign intelligence aspect of the Establishment's mandate is to acquire, covertly or 
otherwise, information from or through the global information infrastructure, including by 
engaging or interacting with foreign entities located outside Canada or by using any other 
method of acquiring information, and to use, analyse and disseminate the information for the 
purpose of providing foreign intelligence, in accordance with the Government of Canada's 
intelligence priorities. 

Cybersecurity and information assurance 

18 The cybersecurity and information assurance aspect of the Establishment's mandate is to 

(a) provide advice, guidance and services to help protect 

(I) federal institutions' electronic information and information infrastructures, and 

(ii) electronic information and information infrastructures designated under subsection 22(1) 

as being of importance to the Government of Canada; and 

(b) acquire, use and analyse information from the global information infrastructure or from 
other sources in order to provide such advice, guidance and services. 

Defensive cyber operations 

19 The defensive cyber operations aspect of the Establishment's mandate is to carry out 
activities on or through the global information infrastructure to help protect 

(a) federal institutions' electronic information and information infrastructures; and 

(b) electronic information and information infrastructures designated under subsection 22(1) 
as being of importance to the Government of Canada. 
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Active cyber operations 

20 The active cyber operations aspect of the Establishment's mandate is to carry out activities 
on or through the global information infrastructure to degrade, disrupt, influence, respond to 
or interfere with the capabilities, intentions or activities of a foreign individual, state, 
organization or terrorist group as they relate to International affairs, defence or security. 

Technical and operational assistance 

21 The technical and operational assistance aspect of the Establishment's mandate is to 
provide technical and operational assistance to federal law enforcement and security agencies, 
the Canadian Forces and the Department of National Defence. 

Designation 

22 (1) The Minister may, by order, designate any electronic information, any information 
infrastructures or any class of electronic information or information infrastructures as 
electronic information or information infrastructures — as the case may be — of importance to 
the Government of Canada. 
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Effectiveness Assessments: 

In order to establish the most effective approaches to the assessment of cybersecurity, the G7 

Cyber Expert Group will conduct further work to: 

• Analyse current approaches to the assessment of cybersecurity and how they compare 
(the aspects of cybersecurity addressed, the level of assurance provided, their relative 
cost and complexity); 

• Consider respective roles of firms, third parties (e.g., auditors) and public authorities in 
the assessment process and how assessments can be carried out in ways that provide 
sufficient assurance at the level of the individual firm and the sector as a whole; and 

• Review the comparability of results across firms and between sectors and assess in what 
way results are or can be shared between authorities to avoid duplication of 
assessments on firms. 

Third Party and Consumer Risks: 

To assess potential common vulnerabilities arising from third-party and customer risks, the G7 

Cyber Expert Group will conduct further work to: 

• Share methodologies through which third-party relationships and their importance to 
the delivery of key services which support the delivery of economic functions within G7 
finance systems can be evaluated, induding identifying third-party risks which individual 
market participants may be unable to detect in isolation such as vendor concentrations 
or common vulnerabilities; 

• Consider strategies to mitigate the risks generated by finandal sector dependencies on 
third parties that have the potential to Impact financial stability; and 

• Review routes to strengthen cybersecurity in customers and counterparties (without 
adverse impact on financial inclusion). 

Coordination with other critical sectors: 

In order to improve coordination with other critical sectors on cybersecurity and resilience, the 

G7 Cyber Expert Group will conduct further work to: 

• Assess finance sector dependencies on other sectors of the economy; 

• Consider approaches for aligning c^ersecurity and resilience frameworks between the 
finance sector and other relevant sectors of the economy; 

• Review arrangements for cross-sector information-sharing on threats and vulnerabilities 
and for incident management where significant cyber-attacks occur. 
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Summary 
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- Budget 2014 announced the launch of a comprehensive review of Canada's deposit 
insurance framework to ensure that it provides adequate protection for the savings of 
Canadians. 


- Budget 2017 announced the Government's intent to introduce legislative 

amendments to modernize and enhance Canada's deposit insurance framework. 




Issue: 



Background: 



Nominee brokers are brokers that have a contractual arrangement with a member institution 
(Ml) allowing them to place deposits on behalf of their clients in nominee name. This is done in 
the form of a trust and therefore receives coverage as a trust deposit for deposit insurance 
purposes. Nominee brokers tend to be large brokerage firms and are members of either the 
Investment Industry Regulatory Organization of Canada (IIROC) and the Mutual Fund Dealers 
Association (MFDA). 

Trust deposits receive separate coverage from funds held in other deposit categories (e.g., 
deposits in one name, joint deposits, deposits held in RRSPs). Coverage extends to each 
beneficiary up to $100,000, as long as certain information is disclosed to the Ml prior to failure. 
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Trustees must ensure the name, address and interest of each beneficiary is disclosed on the 
Ml's records. 

For certain trustees (e.g., law firms, public trustees), unique alpha-numeric IDs in lieu of names 
and addresses can be used to preserve client confidentiality. Deposits made by brokers as 
nominees for clients (nominee brokered deposits) are held in trust and brokers can use an ID to 
mask client information. Under the Canada Deposit Insurance Corporation's {CD\C) Joint and 
Trust Account Disclosure By-law, trustees are required to disclose, on the records of the Ml 
where the deposit is held, the names, addresses and beneficial interests at least once a year 
("annual disclosure"). 

Trust deposits, and consequently nominee brokered deposits, are aggregated for the purposes 
of calculating deposit insurance coverage. Once aggregated, the $100,000 limit for the trusts 
category of deposit insurance is applied. All deposits made through the same nominee broker 
for the same beneficiary would be aggregated (regardless of whether it was individual, jointly 
held, RESP, or RDSP). The exception is for certain registered products where the trusteeship of 
the plan is ignored (RRSP, RRIF and TFSA).^ 
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Example 1 - Current Aggregation Rules 



Nominee Broker 



Mr. and Mrs. Smith Jointly 



i 

i 

C. 

i 

\ lOOK GIC at Ml Bank 


t 



lOOK in a high interest 
savings account at Ml 
Bank 



Mr. Smith 




lOOK RRSP 



Example 1 




tSthigh interest 
litcount.at Ml 
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• 12345ABCDE 

• 67890ABCDE 

• 12345ABCDE 

• 67890ABCDE 


i 


• 12345ABCDE 




• 24680ABCDE 



Example 1 



Coverage 


170K In Deposits at Ml Bank 
(50KjointlyinaGIC;50K 
jointly in a high interest 
savings account; 70K GIC) 


lOOK in deposits at Ml Bank 
(50K Jointly in a GIC and 50K 
jointly in a high interest 
savings account) 


lOOK in deposits at Ml Bank 
(lOOK RRSP) 
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Example 2 - Current Aggregation Rules 







Deposits 
placed at Ml 
Bank for Joe 
Bloggs by 
Nominee 
Brokers A and 
B (Trustees) 


$70,000 

GIC 


$40,000 

HISA 


$120,000 

GIC 


1^—:—VN 

Deposits are 
aggregated - 
Deposit of 
$110,000 




/Total Deposit 
Insurance 
Coverage For Joe 
Blogs at Ml Bank 
- $ 200,000 


'^BESSES 

_ ) 





Deposits are not 
aggregated - 
Deposits of 
$110,000 and 

V| 120,000 


k. 
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MEMORANDUM ^NQTE DE SERVICE 



SUBJECT 

OBJET Distributional Impacts of the Interest Rate Tightening Cycle 


For information only. 


Issue 

This memo is intended to pair with our previous memo outlining the expected impacts of the 

interest rate tightening cycle (2017FIN459576), to provide a view of the characteristics of 

households most impacted by higher interest rates. 

Summary 

• The September survey of private sector economists forecasts a gradual increase in interest rates 
over the next few years, with short- and long-term rates expected to rise by about 1§0 basis 
points by the end of 2019 and 200 basis points by the end of2021. 

• The expected increase in interest rates over tiiie next few years will have various impacts on 
Canadian households, including an increase in the cost of servicing debt Most households 
would see an increase in debt payments (about 70% of households have debt) - and, naturally, 
households with high debt levels would see die larg^t increases. 

• Highly indebted households - which we define as those with a debt-to-income ratio above 350% 
- represent 12% of all households. These households are more likely to be: middle income 
households; young to middle-aged; households in Ontario and B.C.; and mortgage holders. 

• To illustrate how hi^er interest rates impact debt payments, we construct some hypothetical 
examples. If interest rates were to rise 2 percentage points, a typical household would see its 
annual debt payments increase by $3,300 (6.5% of income) if it had a debt-to-income ratio of 
500%, but by only $650 (1.3% of income) if it had a debt-to-income ratio of 100%. 

• Various factors could mitigate the impacts of higher interest rates on household debt payments. 
The most important factor is income growdi, which in theory could fully ofhset the impacts, but 
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in reality will depend on the strength of the economy and each household’s unique 
circumstances. Even in the absence of income growth, households could likely employ a 
combination of responses to fully offset the rise in debt payments, including extending die 
amortization on their debt, reducing their savings rate, or (as a last resort) selling financial 
assets. At the same time, these responses would worsen a household’s financial position over 
the longer term. 


• The department is conducting complementary analysis using loan-level mortgage origination 
data finm OSFI, which includes actual debt service ratios, to identify at a more granular level 
which mortgage holders would be most impacted by higher interest rates. 


Background 

The September survey of private sector economists forecasts a gradual increase in interest rates over 
the next few years, with short- and long-term rates expected to increase by about ISO basis points 
by the end of 2019 and 200 basis points by the end of2021. 

This would have various impacts on households. It would raise the income on interest-bearing 
assets, but also raise the cost of servicing debt and could lower the growth in asset values (including 
house prices). There could also be indirect impacts on households if firms responded to hi^er 
interest rates by slowing the pace of hiring and investment. This note will primarily focus on the 
impacts of rising interest rates on households via the cost of servicing debt. 

Statistics Canada’s Survey of Financial Security (SFS) provides a comprehensive dataset on the 
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Characteristics of households with debt 


A large majority of Canadians would be impacted by hi^er interest rates, as 71% of Canadian 
households had debt in 2012. Table 1 breaks this down by income, age and region. Households with 
hi^er income are more likely to have debt, primarily reflecting the d)ility to carry mortgage debt. 
Younger households are more likely than older households to have debt, pven a significant 
proportion of the latter group have paid off their mortgages. By region, the proportion of households 
holding debt is fairly similar across Canada. 

Among households with debt, around half have relatively modest levels of debt, with a debt-to- 
income ratio (DTI) of less than 100% (Figure 1). At the same time, 17% of households with debt (or 
12% of all households) ue hi^y indebted, with a DTI above 350%. (See Aimex I for distributions 
of household DTI ratios by income, age, region and other factors.) 

s.21(1)(a) 

s.21(1)(b) 
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Table 1: Proportion of households with debt by income quintile^ age group and regions 


I'inforr'-ern: 


By Income Quintile 

Proportion havinit debt (in %) 

1st 

49 

2nd 

66 

3rd 

77 

4th 

81 

5th 

83 

By Arb 


<35 years old.. 

79 

35-44 years bid 

85 

45-54 years old 

81 

55-64 years old 

70 

>=65 years old 

42 

By RcRion 


Atlaittic 

76 

QuObec 

71 

Ontario 

71 

Prairies 

72 

British-Columbla 

69 


Sources; SFS 2012; Statistics Canada; Department of Finance calculations. 


Figure 1: Distribution of Debt-to-Income (DTI) ratio amongst debtors in 2012 



■ below lOOK 

■ between lOO^ and 250°3 
n between 250/5 and 35055 
c between 3505i and 45055 

■ abcMe45Q55 


Sources: SES 2012; Statistics.Canada; Department bf.Finance calculations. 


Characteristics of highly indebted households 

Though hi^ly indebted households represent only 17% of all households with debt, they account 
for nearly 50% of total household debt. Most highly indebted households have DTIs between 350% 
and 550%, tlrough a substantial portion have even higher DTIs (Figure 2). Mortgage debt is the 
main driver of the higlier indebtedness, as mortgage debt accounts for 85% of total debt for those 
with a DTI above 350%, compai'ed to 70% for other debtor households. 
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Figure 2: Debt-to-income ratio distribution for all debtors and for highly indebted households 
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Debt4o-income ratio 

Sources: SFS 2012; Stati^ics Canada; Deparlinenl of Finance calculations. 


Who are these highly indebted hpusehplds? Comparing the distribution of liighly indebted 
households to the distribution of all households with debt (Figure 3), we see that highly indebted 
households are more likely to be: 

• Middledncpme households: While the distribution of highly indebted households is fairly 
even across income quintiles, the middle quintile and (to a lesser extent) the 2 "’^ and 4'*' 
quintiles have the highest shares.' At the same time, compared to the population of all 
debtors, highly indebted households are slightly more ,represented in the low to middle 
income groups. 

• Young- to middle-aged households: Households less than 45 years old represent 47% of all 
households with debt but a much larger proportion (63%) of highly indebted households. 

• In Ontario and B.C.; The largest share of highly indebted hpusehplds resides in Ontario, 
primarily because of the province’s large population.. However, while B.C.’s population is 
smaller than Quebec’s, it represents a larger shai’e of highly indebted households than 
Quebec. 

• Mortgage holders: 87% of highly indebted households have a mortgage, compared to 48% 
for all debtors. Cutting the data another way, the share of highly indebted households is 
more than 30% for households with a mortgage, but less than 7% for households witliput a 
mortgage. 


* Income quintiles are based on gross income of the entire SFS population, adjusted for family size. 
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• Self-employed: Wliile self-employed households represent just '9% of all highly iiidebted ' 
households, this is larger than their share of the total debtor population (6%). This is because 
the share of self-employed households that are highly indebted is nearly twice as high as for 
all debtors. 

Note that neither the level of education nor the number of earners in a household are key drivers 
of the proportion of highly indebted households. 
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Hypothetical examples of the impact of higher interest rates on household debt payments 


The SFS data we use in this analysis include debt levels, but not debt payments (nor interest rates 
and amortization periods, from which debt payments could be calculated). Nevertheless, to illustrate 
the potential impact of an increase in interest rates on household debt payments, we consider two 
hypothetical households where one has a DTI of 100% and the other has a DTI of 500%. The 
following additional assumptions are made for both households: 


• Afier-tax income is $50,000; 

• Mortgage debt represents % of total debt; 

• Remaining amortization is 20 years for mortgage debt and 10 years for consumer debt; 

• Current interest rate is 3% for mortgage debt and 6% for consumer debt. 

Table 2 shows the debt payments - both in dollar terms and as a share of income - for each 
household, given current interest rates and if interest rates were to rise by 1, 2 or 3 percentage 
points. For the modestly indebted household, hi^er interest rates would increase debt payments by 
$300-1,000 per year, representing 0.6-2.0% of income. For the hi^y indebted household, the 
impacts are much larger debt payments would increase by $1,600-5,000 per year, or by 3.2-10.0% 
of income. 


Table 2: Impact of higher interest rates on debt payments for different debt-to-income ratios 


Interest rate Increase 

Annual total debt payments (in $) 

Total Debt-service ratio (In 96) I 

DTI400% 

Level 

Aftershock vs current 

Level 

Aftershock vs current 

Current (3%, 6%) 

4,219 


8.4 

■ 

+lp.p 

4.539 

320 

9.1 

0.6 

+2p.p 

4,872 

653 

9.7 

1.3 

+3p.p 

5.217 

998 

10.4 

2.0 

OTIoSOOK 





Current (3%, €%) 

21,095 

• 

42.2 

- 

♦l.R-P 

22,695 

1,600 

45.4 

3.2 

+2p.p 

24,360 

3,265 


6.5 

+3p.p 

26,086 

4,991 

52.2 

10.6 


Factors that could mitigate the rise iu debt payments 

While the above hypothetical examples assume the increase in interest rates is immediate, in reality, 
interest rates will rise gradually, during which time household income will likely rise, providing an 
important offset: 

• Hidier income : Using our hypothetical example, if household income were to grow at 2% 
per year (in line with current wage growth), then by 2021 this would represent an increase of 
$4100 or 8.2% of income. If interest rates gradually rose by 2 percentage points over the 
period and the households did not add to their debt levels., this income gain would offset all 
of the increase in debt payments for even the highly indebted household. While fliis is 
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positive, a less sanguine way to look at it is that rising interest rates would wipe out the 

benefits of any income gains over a fairly extended period of time. 

• Higher interest income : A rise in interest rates would lead to hi^er income from interest- 
bearing assets, such as coupon bonds, money market accounts, certificates of deposit, and 
savings accounts. However, interest income represents a very small share of household 
income: around 1% for the first four income quintiles and 2% for the top quintile (based on 
CRA tax data). Thus, this would provide only a small offset to higher debt payments. Using 
our hypothetical example, if interest rates rose by 2 percentage points, interest income would 
increase by just 0.7% of income. 

As well, there are various adjustments households could make to mitigate the impacts of higher debt 
payments, including: 

• Extend amortization : If a household has a mortgage loan-to-value ratio lower than 80%, it 
may be able to extend the amortization of the loan, which could offset a significant part of 
die increase in debt payments from higher interest rates. For example, if the remaining 
amortization on the mortgage is 20 yeais, but our hypothetical highly indebted household 
extends it to 25 years, this would offset half of the increase in debt payments if interest rates 
increased by 2 percentage points ($1500 or 3.0% of income), and it would fiilly offset die 
increase in debt payments if interest rates increased by 1 percentage point. 

• Reduce savings rate : In the face of higfier debt payments, households could reduce savings 
in order to maintain consumption levels. For example, for the higfily indebted household in 
our hypothetical scenario, the savings rate would have to decline by 3.2-10.0% of income 
per year. However, the profile of higjily indebted households (i.e., middle-income 
households, households age 44 or less) are also those having some of the lowest saving rates 
(Table 3). This suggests there is a limit to how much households could reduce dieir savings 
rates to cover higfier debt payments. 


Table 3: Household saving rates 
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• Sell financial assets : As a last resort, households could sell some of their liquid financial 
assets to mitigate the rise in debt payments. Financial assets represent about 35% of 
disposable income, on average, for all debtors as well as hi^y indebted households. Using 
our illustrative example, this implies each household has $17,500 in financial assets. If the 
highly indebted household sold all its financial assets, it could use the fimds in two ways: 

o Reduce its debt balance: As a result, the household’s DTI would fall fi'om 500% to 
465%, which would offset close to half of the increase in debt payments if interest 
rates increased by 2 percentage points ($1400 or 2.8% of income). 

o Cover the increase in debt payments: In our example, the household could use the 
proceeds fi:om the sale of its financial assets to cover the increase in debt payments 
for arotmd 5 years if interest rates increased by 2 percentage points. 

Overall, there are various factors that could mitigate the impacts of higher interest rates on 
household debt payments. The most important factor is income growth, but whether this will be 
sufficient to offset higher debt payments will depend bn the strength of the economy and each 
household’s unique circiunstances. However, even in the absence of income growth, households 
could likely employ a combination of responses to fiilly offset file rise in debt payments (i.e., 
extending amortization, reducing savings rates or selling financial assets). At the same time, these 
responses would worsen a household’s financial position over the longer term. 

Note that the hypothetical examples above are only illustrative, as they rely on numerous 
assumptions. The department is conducting complementary analysis with OSFI loan-level data on 
federally regulated financial institutions’ mortgage originations, which includes actual debt service 
ratios. The analysis will examine originations in file last fiiree years to estimate the impact of rising 
interest rates on the distribution of debt service ratios, which borrowers would be most impacted, 
and potential factors that could mitigate the impacts. 
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ANNEX 1: Distribution of Debt Across Debtors* Population, by Various Dimensions 


Table A.1: Distribution by income^ 


Variable 

Median debt-to- 
asset ratio 

Median debt-to- 
income ratio 

DebMo-income 
ratio distribution 


Income quintile^ 





(14% of the 
population) 

35 

64 

<100 % 

58% 

100-250% 

13% 

250-350% 

6% 

350-450% 

4% 

>450% 

19% 

2nd 

(19% of the 
population) 

29 

76 

<100 % 

55% 

100-250% 

18% 

250-350% 

8% 

350-450% 

4% 

>450% 

15% 

yi 

(22% of the 
"population) 

30 

120 

<100 % 

45% 

100-250% 

24% 

250-350% 

11% 

350-450% 

8% 

>450% 

12% 

4th 

(23% of the 
population) 

24 

131 

<100 % 

45% 

100-250% 

26% 

250-350% 

13% 

350-450% 

8% 

>450% 

9% 

(23% of the 
population) 

17 

129 

<100% 

43% 

100-250% 

32% 

250-350% 

12% 

350-450% 

6% 

>450% 

8% 


^ All tables include only people with debt Source SFS 2012. 

^ Total market Income of the family adjusted for family size (market Income divided by the square root of family size). Quintiles of all population. 
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Variable 

Median debt-to- 
asset ratio 

Median debt-to- 
income ratio 

Debt-to-income 
ratio distribution 


Age group 





<35 years old 
(25% out of total ' 
population) 

53 

124 

<100 % 

47% 

100-250% 

20% 

250-350% 

11% 

350-450% 

9% 

>450% 

14% 

35-44 years old 
(22% out of total 
population) 

38 

193 

<100 % 

33% 

100-250% 

28% 

250-350% 

14% 

350^50% 

8% 

>450% 

17% 

45-54 years old 
(22% out of total 
population) 

20 

116 

<100% 

46% 

100-250% 

28% 

250-350% 

11% 

350-450% 

6% 

>450% 

10% 

55-64 years old 
(18% out of total 
population) 

11 

84 

<100 % 

54% 

100-250% 

25% 

250-350% 

8% 

350-450% 

3% 

>450% 

9% 

>=65 years old 
(12% out of total 
population) 

5 

42 

<100 % 

70% 

100-250% 

15% 

250-350% 

5% 

350^50% 

3% 

>450% 

7% 
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Variable 

Median debt-to- 
asset ratio 

Median debt>to- 
income ratio 

Debt-to-income 
ratio distribution 


Redon of residence 





Atlantic 
(8% out of total 
population) 

22 

88 

<100 % 

53% 

100-250% 

27% 

250-350% 

10% 

350-450% 

4% 

>450% 

6% 

Quebec 

(25% out of total 
population) 

20 

77 

<100 % 

56% 

100-250% 

23% 

250-350% 

9% 

350-450% 

4% 

>450% 

8% 

Ontario 

(37% out of total 
population) 

27 

120 

<100% 

46% 

100-250% 

23% 

250-350% 

10% 

350-450% 

7% 

>450% 

13% 

Prairies 

(17% out of total 
population) 

29 

137 

<100% 

43% 

100-250% 

26% 

250-350% 

12% 

350-450% 

8% 

>450% 

11% 

Biitish-Columbia 
(13% out of total 
population) 

27 

146 

<100% 

42% 

100-250% 

20% 

250-350% 

10% 

350-450% 

8% 

>450% 

20% 
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Variable 

Median debt-to- 
asset ratio 

Median debt-to- 
income ratio 

Debt-to-income 
ratio distribution 


Credit card balances 
usually paid off 
every month. 





Yes 

(62% out of total 
population) 

19 

113 

<100 % 

48% 

100-250% 

24% 

250-350% 

10% 

350-450% 

5% 

>450% 

13% 

No 

(30% out of total 
population) 

37 

134 

<100 % 

44% 

100-250% 

24% 

250-350% 

12% 

350-450% 

9% 

>450% 

11% 

Principal residence 
ownership status 





Own without 
mortgage 
(21% out of total 
population) 

3 

38 

<100 % 

75% 

100-250% 

15% 

250-350% 

3% 

350-450% 

2% 

>450% 

5% 

Own with mortgage 
(48% out of total 
population) 

35 

246 

<100 % 

16% 

100-250% 

36% 

250-350% 

18% 

350^50% 

11% 

>450% 

20% 

Do not own 
(32% out of total 
population) 

36 

31 

<100 % 

79% 

100-250% 

12% 

250-350% 

3% 

350-450% 

2% 

>450% 

4% 

Major source of 
income for the 
&mily unit 





Wages and salaries 
(71% out of total 
population) 

29 

131 

<100 % 

44% 

100-250% 

27% 

250-350% 

12% 

350-450% 

7% 

>450% 

10% 

Self-employed 

income 

(6% out of total 
population) 

32 

201 

<100% 

35% 

100-250% 

24% 

250-350% 

12% 

350-450% 

7% 

>450% 

23% 

Government income 
(14% out of total 
population) 

19 

48 

<100% 

67% 

100-250% 

12% 

250-350% 

6% 

350-450% 

2% 

>450% 

13% 

Other + investment 

5 

62 

<100 % 

59% 
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Document divulgue ec vcrtu ci 
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By income quintile 

1st 

2nd 

3rd 

4th 

5th 

Total debt 

102.3 

187.3 

285.7 

309.6 

440.7 

Total Mortgage debt 

66.9 

(65.4%) 

141.8 

(75.7%) 

218. 

(76.6%) 

246.0 

(79.5%) 

346.7 

(78.7%) 

Credit card and 

6.4 

6.2 

7.6 

7.0 

7.8 

installment debt 

(6.3%) 

(3.3%) 

(2,7%) 

(2.3%) 

(i.8%) 

Debt value of student 

8.4 

7.5 

4.9 

4.7 

2.8 

loans 

' (8.2%) 

(4.0%) 

(1.7%) 

(1.5%) 

(0.6%) 

Debt on vehicle loan 

6.3 

12.1 

16.0 

19.2 

22.0 

+ other vehicles 

(6.1%) 

(6.5%) 

(5.6%) 

(6.2%) 

(5.0%) 

Line-of-credit debt 

11.0 

14.5 

34.0 

27.8 

56.6 

(home and other line 
of credit) 

(10.7%) 

(7.7%) 

(11.9%) 

(9.0%) 

(12.8%) 

Other non-mortgage 

3.3 

5.1 

4.4 

4.9 

4.9 

debt 

(3.2%) 

(2.7%) 

(1.6%) 

(1.6%) 

(1.1%) 

Total net worth 

352.3 

652.4 

889.4 

1129.4 

2367.3 

By aee group 

<35 years old 

35-44 years old 

45-54 years old 

55-64 years old 

>=65 years old 

Total debt 

301.0 

423.0 

326.0 

205.0 

78.4 

Total Mortgage debt 

241.0 

(80.1%) 

352.0 

(83.2%) 

246.0 

(75.5%) 

144.0 

(70.2%) 

45.1 

(57.5%) 

Credit card and 

7.0 

7.5 

9.4 

8.0 

3.3 

installment debt 

(2.3%) 

(1.8%) 

(2.9%) 

(3.9%) 

(4.2%) 

Debt value of student 

.15.8 

4.7 

4.4 

3.1 

0.3 

loans 

(5.2%) 

(1.1%) 

(1.3%) 

(1.5%) 

(0.4%) 

Debt on vehicle loan 

17.0 

19.3 

18.7 

13.9 

6.8 

+ other vehicles 

(5.6%) 

(4.6%) 

(5.7%) 

(6.8%) 

(8.6%) 

Line-of-credit debt 

16.1 

33.9 

42.6 

31.0 

20.5 

(home and other line 
of credit) 

(5.3%) 

(8.0%) 

(13.1%) 

(15.1%) 

(26.1%) 

Other non-mortgage 

4.2 

6.0 

4.6 

5.7 

2.4 

debt 

(1.4%) 

(1.4%) 

(1.4%) 

(2.8%) 

(3.1%) 

Total net worth 

521.0 

1060.0 

2010.0 

2290.0 

2181.0 

By region 

Atlantic 

Quebec 

Ontario 

Prairies 

B.C. 

Total debt 

6SJ 

247.0 

521.0 

262.0 

238.0 

Total Mortgage debt 

45.0 

(68.9%) 

185.0 

(74.9%) 

409.0 

(78.5%) 

196.0 

(74.8%) 

192.0 
(80.7%) . 

Credit card and 

2.3 

7.4 

13.3 

6.7 

5.6 

installment debt 

(3.5%) 

- (3.0%) 

(2.6%) 

(2.6%) ' 

(2.4%) 

Debt value of student 

2.8 

3.2 

12.3 

4.8 

5.2 

loans 

(4.2%) 

(1.3%) 

(2.4%) 

(1.8%) 

(2.2%) 

Debt on vehicle loan 

7.6 

21.6 

22.4 

16.1 

7.9 

+ other vehicles 

(11.6%) 

(8.7%) 

(4.3%) 

(6.1%) 

(3.3%) 

Line-of-credit debt 

6.2 

26.1 

56.5 

32.7 

22.7 

(home and other line 
of credit) 

(9.5%) 

(10.6%) 

(10.8%) 

(12.5%) 

(9.5%) 

Other non-mortgage 
debt 

1.5 (2.2%) 

3.6 (1.5%) 

7.3 (1.4%) 

5.7 (2.2%) 

4.6 (1.9%) 

Total net worth 

384.0 

1700.0 

3130.0 

1470.0 

1370.0 
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issue 

This note provides background info on: (i) the size and pace of the current projected interest rate 
ti^rtening cycle; (ii) the chamiels through which higher interest rates affect the economy, and 
what the magnitude of those economic effects ate expected to be in the current cycle; (iii) how 
previous tightening cycles have affected the economy; and, (iv) whether the impacts of this 
cycle will be different because of higher household debt levels. 

This note also includes an annex presenting estimates of how much debt accumulation would 
have to slow to reduce the household debt ratio back to previous levels, and how this would 
affect GDP growth. 

Background: 

i. CitireiU Projected Interest Rate Tightening Cycle 

The June surv'ey of private sector economists forecasted a gradual increase in short term interest 
rates starting in 2018Q1 and continuing to the end of the forecast horizon in 2021 (Figure 1 ■). 
Over this time the forecasters expect short-term interest rates to increase 190 basis points (or 
roughly eight 25 basis point rate hikes by the Bank of Canada). This sur\'ey was cornpleted in 
niid-June, before the Bank of Canada’s notable change in policy bias, and subsequent 25 bps 
rate hike on July 12th. In this context, going forward, we expect that rate increases Will largely 


^ The actual private sector average interest rate outlook - because it is the mean of 14 individual forecasts - shows 
a smoolli trajectory (as shown in Figures 2 and 3 below). The precise patli shown in Figure 1 is imputed by 
comparing changes in the sur\'ey average rate to announced fixed action dates, and inferring the specific rate 
hike date. 
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follow the trajectory set out in the June surve)', albeit advanced by about two to three quarters. 

Markets are currently anticipating a second 25 bps rate hike in October. 


Figure 1: Implied monthly paths for short term interest rates 


% 



Source: Bank of Canada, Department of Finance. 

Compared to previous monetary tightening cycles^ this current projected cycle would be the 
most gradual (at 18 quarters long compared to an average of 12) and smallest (increase of 190 
basis points compared to an average of362) in nearly four decades (Figures 2 arid 3). It is also 
worth noting that even with the full increase in short-tenn interest rates assumed in the June 
surveyj rates would still be historically low, at around Only 2.5% by the end of the forecast 
horizon. For comparison, during the last tightening cycle fiom 2004 to 2007, rates were around 
4.5% by the end of the cycle. This reflects a much lower estimated ‘neutral’ rate of interest - 
the policy rate which would prevail when output growth is equal to its potential rate and 
inflation equal to its target rate. This, in turn, is due to lower estimated potential GDP grotvth 
due to factors such as population aging, as well as elevated levels of global savings. 


- Tightening cycles wliere increases in interest rates were either fairly substantial and lasted for longer tlian one 
year. We e,xcluded other policy rate increases, in for example 2002 to 20O3 and in 2010, as they represented 
small adjustments to rates, rather than full tightening cycles. 
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Figure 2; Forecast overnight rate 



,-i Monetary Policy TighteninB Cycles ——Overnight Target Rate 

Source: Bank of Canada, Department of Finance June 2017 survey. 

I 


Figure 3: Increases in the overnight target during previous tightening cycles 

i 

Basis points Increase from start of ligtitenihg cycle at lime T 
800 I 


1987 q 4 to 1990q2 —---1993q4 to 1995q1 

— 1997q1 t62000q4 - 2004q2 to 2007q3 

- —— 2018q1 to2021q4 (projected) 



Quarters since start of cycle at T 
Source: Bank of Canada, Department of Finance June 2017 survey. 



000141 











-4- 


/Access to Information Am 

LJcjcum©ni oivulQu© ©n vortu clt 
Loi sur I'acces a linformaiion 

II. Estimated Impact on the Canadian Economy 

There are two main ways in which hi^w int^est rates will affect fee economy: 

• First, higher rates will make existing debt loads costlio: to service. Households wife 
variable-rate loans, mortgage or otherwise, will pay more to smice their debt As most 
households have relatively fixed incomes in fee short term, feey will have less money 
available to them for consumption. However, fee impact on consumption would be 
mitigated if households can, and choose, to save less - or, borrow more. 

• Second, higher interest rates will wdgh on interest sensitive expenditures by making 
them more expensive, notably consumer durables (e.g. automobile, fiimiture), housing, 
and also business investment 

Given fee slow and gradual character of fiiis expected tightening cycle, it is most likely feat fee 
economy will very steadily absorb projected interest rate increase — i.e., throu^ gradual 
adjustments to consumption, savings and invetmet, as a result of fee evraitual re-pridng of 
dd}t In this context, it is important to consider feat mortgage debt accounts for two-thirds of 
total household debt for fee average Canadian hous^old - and, feat about 70 percent of all 
mor^ge in Canada are at a fixed-rate, wife fee large majority of those mortgage under a five- 
year term. In this context, Canadian household mortgage debt will slowly be re-priced ove fee 
medium-term, and in fee context of strengthening employment, income, and overall economic 
growth. 

The June private sector survey already onbodies fee modest braking effects of hi^o' intoest 
rates. The survey shows feat real economic growfe should moderate fiom an average of about 
3.4% since mid-2016 to around 2% in late 2017 and early 2018, before slowing fuifeer to about 
1.7% thereafter. Implicitly, fee June survey embodies fee view feat ongoing economic growfe 
will lead to rising employment levels, falling unmployment rates and rising incomes, all of 
which of&et - and inde^ necessitate - rising interest rates. 



s.21(1)(a) 
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III. Comparison to Previous Tightening Cycles 


During previous tightening cycles the Bank of Canada began raising rates around die time diat 
excess slack had been eliminated, or when die estimated ou^ut gap had closed or turned 
positive. In the July Monetary Policy Report, die Bank anticipates die ou^iiiit gap will close 
**aiound the end of 2017**. V^le no two ripening cycles have been alike dieie have beoi 
some common trends present in eadi episode: 

• On avoage, after the start of a tight^iing cycle (the first quarter in whidi the Bank of 
Canada raises interest rates), real GDP growdi has slowed modesdy ft>r about diree 
quart«s thoaafter (Figure 4a). 


• The main channels for the slowdown in real GDP are in slighUy slower consumption 
growth, and slower residential investment (Figure 4b). 

• Asa result of higbo* intoest payments die debt service ratio of housdiolds starts to 
increase along with invest rates (Figure 4c). 

• A vary modest slowdown in house prices, lasting only about two quartos, has also 
h^poied on avoage during past cycles (Figure 4d). 
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Figure 4b: Residential Investment 
Growth 


%, QAAR 
10 




-30 

T-4 T-3 T-2 T-1 T T+1 T+2 T+3 T+4 


Figure 4c: Debt Service Ratio 


Figure 4d: House Price Growth 


index, start of lightening cycle (T) =100 
lOg Range of past tightening cycles 



95 I-1-1- f ' I -1-1-1-1 . ■ I 

T-4 T-3 T-2 T-1 T t+1 T+2 T+3 T+4 


%. QAAR 


1 ™'^ Range of past tightening cycles 



T-4 T.3 T-2 T-1 T T+1 T+2 T+3 T+4 


Note: Oh the horizontal axis 'T is the first quarter in which the Bank of Canada begins to raise 
interest rates. For the June expected path for each variable (red dashed line) ‘T is 2017Q3 as the 
Bank raided rates for the first time in July 2017. 

Source: {Statistics Canada, CREA, Department of Finance Calculations. 
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IV. Current Tightening Cycle in the Context of Historically High Household Debt 



This finding can be rationalized by the fact that households, as noted above, either have fixed 
interest rates on tiieir debt or very ofUsi have options to immediately lock in the rate on their 
debt This insulates them finm tbrtho: rate increases and allows tiiem to keq) servicing tiieir 
debt, particularly in the context of a growing economy, with rising employment and incomes. 


Despite this, it is possible to think of circumstances where tiie level of debt 

Ihis would require 

that a rise in interest rates creates a much larger increase in default rates under hi^ d^t than 
under lower debt, amplifying the impact of interest rate shocks. 



For example, while the S-year mortgage rate increases by about 150 
basis points between early 2005 and late 2007, the percoitage of mortgage in arrears ranained 
stable at 0.3%. 

s.21(1)(a) • 
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V. Risk Analysis 

In looking at the current projected cycle, it is important to recognize that interest rates in Canada 
will not follow a predetermined path to a predetermined level - rather, the tightening cycle is a 
dynamic process, under the control of the Bank of Canada based on prevailing economic 
conditions. To illustrate this flexibility. Figure 5 below shows the projected path of short tenn 
interest rates from prior private sector sur\'eys, compared to the actual rate path. Clearly, it is 
difficult to predict the evolving economic environment, and the resulting monetary policy 
response. 


Figure 5: Private sector survey 3-month T-bill rate vs. actual 


(per cent) 



2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 

— Budget2010 -Budget2011 -Budgel2012 ---Budget2013 -—Budget2014 

Budget 2015 ---Budget 2016 Budget 2017 June survey “-“Actual 


Source: Bank of Canada, Department of Finance. 


Beyond this forecast uncertainty, there are other factors which will influence the interest rate 
tightening cycle and its impacts - for example: 

0 The U.S. is also in the early stages of a monetary policy tiglitenging cycle, including 
‘normalizing’ its balance sheet. This process could have implications; for Canadian 
interest rates. For example, during the 2013 ‘Taper Tantrum’, when the Fed announced 
it would Slow the pace of its QE operations, U.S. medium and long rates spiked by about 
100 bps, and about 90% of that increase passed through to Canadian rates. 

o There is also some uncertainty as to how higher rates will be passed through to bank 
lending rates, including mortgage rates. For example, only about two-thirds of tlie Bank 
of Canada’s two 2015 interest rate cuts were passed on to consumers and businesses. 
Banks may or may not pass-on the full value of future rate hikes tlu’ough to tlieir lending 
rates. 
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Annex 

A. Household Deleveraging Scenario 

The household debt to disposable income ratio (D/I) has bera rising over the past two and a half 
decades, up fiom 90% in 1990 to about 170% in 2016. While the ddit ratio is hi^ historically 
peaking, there is no way of predsely dete rmining whedier die currrat ratio is too high — i.e., 
diere is no estimate of die exact ‘optimal* level of household debt. 

That bring said, debt ratios whirii are too low and too high have clear negative consequoices for 
the economy. Housriiold debt which is too low would lead to lower social welfore. For 
example, widi too litde debt among those able to afford it, home ownership rates would be 
lower than optimal. Convoaely, debt which is too high can result in deqio: and more protracted 
recessions. Ultimately, what drives die sustainability of driit is whedier carrying it is t^ordriile 
and wh^er the distribution of diat debt poses any systonic finanrial risk. 



However, this estimate is subject to uncertainty as these are static calculations diat do not take 
into account possible changes in housriiold behaviour, spillovers to the rest of die economy, 
riian^ in prices, etc. As well, diese illustrative scenarios are silmt as to what policty changes 
might induce such slowdowns in housriiold driit growdi. International experioice suggests that 
substantial, rapid declines in household D/I usually only occur in die context of a recession. 

s.21(1)(a) 
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Debrief of die quarterly Financial Institutions Supervisory Committee meeting of 
September 19,2017 
For information only. 


On Tuesday, September 19, the Office of the Superintendent of Financial Institutions (OSFI) 
chaired the quarterly Financial Institutions Supervisory Committee (FISC) meeting. Below are 
Weights of the discussion. The annex provides additional background information on other 
agenda items. Information regarding the business or afOairs of a financial institution, foreign bank, 
bank holding company or insurance holding company as well as any information received by any 
member of FISC in the course of a FISC meeting must be treated confidentially as per the Office of 
the Superintendent of Financial Institutions Act. 

Key Discussion Items 
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Meeting with the Canadian Real Estate Association (CREA) 


For information. To be read befine your meeting with CREA on September 25***. 


You will be meeting with representatives of CREA on September 25***, 2017. 

Key Messages: 

• The Government is concerned with access, stability and competition witii respect to 
housing finance. 

J 

• Household indebtedness is particularly acute around Vancouver and Toronto, but 
borrower vulnerabilities are not limited to these two cities. 

• The Government is tracking the impact of recent housing measures and appreciates 
CREA’s views on this subject 


Issue 

CREA is a trade association that represents more than 100,000 real estate brokers, agents and 
sale^eople working throu^ real estate boards and associations across Canada. CREA compiles 
housing market statistics, including sales and home price data, whidb receive a high degree of 
attention among market participants and the media. 

CREA did not indicate its priorities for the meeting. However, recent submissions to both the 
House of Commons Standing Committee on Finance (FINA) and the Department’s consultation 
on Lender Risk Sharing have highlighted its concerns about die impact of continued government 
intervention in housing markets. We have provided a summ^ of tire specific issues they may 
raise along with suggested speaking points (provided in Aimex A). 


ADM: FSP - Leah Anderson (369-3620) 
Director: CMD - Elisha Ram (369-3968) 
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Bacl^round 

CREA Concerns 

CREA has argued that recent housing finance measures, such as the changes you announced in 
October 2016 for insured mortgages, have limited the size of mortgages available to some 
homebuyers, and reconunends the Government consider providing additional aid for first-time 
home buyers. CREA also notes that federal and provincial governments have recently 
implemented numerous changes to housing policy, which have had cumulative impacts on the 
market whose full scope is yet to be determined. Specifically: 

• CREA has expressed concerns that die qualifying rate str^s test for insured mortgages you 
introduced in October 2016 will reduce access to the housing market by limiting the size of, 
available mortgages, especially for first time home buyers (who comprise the majority of 
high-ratio borrowers). 

- Prior to the October aimouncement, die stress test was only required for insured 
mortgages that did not have a five-year fixed interest rate. The new rules bring 
consistency to the insured space and help ensure homebuyers can afford their 
mortgages even if their circumstances change. 

• CREA underscores that market conditioi^ in Toronto and Vancouver diffo* significandy 

compared to elsewhere in Canada. ^ 

- Althou^ affordability challenges are particularly acute around Vancouver and 
Toronto, borrower vi^erabilities are not limited to only these two cities. Recent 
housing finance changes help ensure that all Canadians are taking on mortgages they 
can afford. 

• Given its concerns about housing affordability, CREA argues that the Government should 
expand the Home Buyer’s Plan (HBP)- HBP allows borrowers to withdraw a down payment 
fi:om their Registered Retirement Savings Plan (RRSP) and rqpay it over time. 

- The Government currendy maintains siqipqrt to fecilitate homeownership, but is also 
focused on setting prudent rules diat «isure the long-term stability of the financial 
system. 

- House prices reflect both the demand for and the supply of housing. Increasing the 
flexibility of the HPB would be inconsistent with recent federal housing policy by 
fueling demand without a corresponding increase to supply, which could potentially 
erode affordability further. 

Market Developments 

CREA may share recent data on how regional housing markets are evolving, including in 
response to policy changes by federal and provincial governments. 

Housing markets in the Greater Golden Horseshoe (GGH) cooled in the second quarter of 2017, 
with prices and sales in the Greater Toronto Area (GTA) down in August fiom their March 
2017 peak (by 13 per cent and 43 per cent, respectively). These dynamics likely reflect a 
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number of factors, including the impacts of recent measures by the Ontario government, the 
October 2016 measures, and market reaction to stress at Home Capital Group. 

By contrast, Metro Vancouver has shown renewed strength in prices (+19 per cent) and sales 
(+50 per cent) from the lows seen in January 2017, following die introduction of the B.C. 
foreign buyers tax. Recent growth in prices has been driven by the condominium segment, as 
well as single family homes in areas outside of the city. CREA may point to recent market 
developments, particularly in the GTA, as cause for the Government to withhold from 
introducing any addition^ housing measures, to provide observers time to adequately assess the 
full effects of recent changes. 

Recent Federal Policy Measures 

In October 2016, you announced changes to regulations governing mortgage insurance 
eligibility criteria, to address concerns related to hi^ household indebtedness and imbalances in 
the housing market. The changes included ensuring all new insured mortgages (including diose 
with S-year fixed rate terms) undergo a mortgage rate stress test and loans that l^ders insure 
using portfolio insurance and other discretionary low loan-to-value (LTV) ratio mortgage 
insurance meet loan eligibility criteria that previously only applied to hi^ LTV ratio mortgage 
insurance. These criteria include maximum home purchase prices of $ 1 million, debt-service 
ratio limits, and no refinances. 

In addition, the Office of the Superintendent of Financial Institutions (OSFI) altered capital 
requirements for mortgage insurers in January 2017. The changes increased the amount of 
capital insurers need to hold for certain loan segments, including portfolio insurance, which led 
to large increases in premiums. Coupled with the October changes to eligibility criteria for low- 
ratio insurance, these changes are likely to reduce portfolio insurance volumes going forward. 

Changes to Guideline B-20 

CREA will likely note that forthcoming changes to OSFPs Guideline B-20 will have a negative 
impact on tiie mortgage activity. Guideline B-20 governs residential mortgage underwriting for 
federally regulated financial institutions (including uninsured lending). The forthcoming ' 
changes mclude a stress test similar to the insured space. See Aimex B for greater detail on 
OSFI’s proposed changes to Guideline B-20, 
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Annex A - Suggested Speaking Points 
Impacts of Recent Mortease Rule Changes 

[Responsive - if asked whether more measures are being considered] 

• The Government is concerned with access, stability and competition with 
respect to housing. 

• The Government is tracking the rollout of the recent measures, but it is too 
early to assess their overall impacts on the market. 

• The Government remains committed to maintaining a healthy, competitive 
and stable housing market. 

[Responsive - if regional concerns are raised with respect to the October 
measures] 

• The Government has a responsibility to spot and contain risks in the 
housing market to protect the investment that Canadians have made in their 
homes. 

• The combination of low interest rates and rising home prices has 
encouraged many Canadians to take on increasing levels of debt to get into 
the housing market. 

• This situation is particularly acute around Vancouver and Toronto, but 
borrower vulnerabilities are not limited to only these two cities. 

[Responsive - if asked about impacts of recent housing finance measures] 

• Our analysis suggested the measures would have a modest drag on housing 
activity in the short tenn, and that these would dissipate over time as buyers 
adjust to the new rules. 

• It will take time to fully assess the impacts of these measures. 

• We strongly believe that by targeting safer forms of lending, these measures 
will promote balanced economic growth and long-term stability in the 
housing market and economy. 

• High levels of debt make Canadians more susceptible to changing economic 
conditions, no matter what part of the country they live in. 


000165 








- 6 - 


UuuumenL released under tne 
Access to Information Ac- , 

ucjcumeni oivulQue en vertu cln Ir 
Loi sur I'acces a linformaiion 

Home Buyers Plan 

[Responsive - if pressed on expanding the Home Bikers* Plan] 

• Policies to further boost homeownership by stimulating demand without a 
corresponding increase in supply would exert more pressure on house 
prices. 

• With respect to housing affordability, at this time, the Government is 
prioritizing investments to support Canadian households that need it most. 

• We are committed to releasing a comprehensive National Housing Strategy 
in2017. 

OSFIGuidettneB-20 

[Responsive - ifpressed about forthcoming changes to Guideline B-20] 

• OSFI’s proposed measures reinforce these principles and build on the 
prudent steps the Government took last fall to address housing 
vulnerabilities through changes to the insured mortgage rules. 

• These measures will help ensme homebuyers are able to afford their homes 
if economic circumstances change, promoting the stability of the Canadian 
housing market and economy over the long term. 


Housing Supply 

[Responsive - if pressed on policies to promote housing supply] 

• All governments have a role to play in addressing housing issues. As 
Minister of Finance, I have taken steps to ensure the stability of housing 
markets nationally. 

• Provincial and municipal governments have an important role in ensuring 
adequate housing supply. That’s why our Government is working closely 
with the provinces and municipalities as part of the Federal Provincial 
Municipal Working Group on housing. 
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Annex B: Proposed Changes to Guideline B-20 

The Office of the Supointendent of Financial Institutions (OSFI) is proposing several changes 
to its mortgage imderwriting Guideline B-20 for federally regulated loaders, which would help 
contain vulnerabilities in the uninsured space. The main changes proposed include: 

• Applying a mortgage rate “stress test” of at least 200 basis points to all uninsured 
mortgages originated by federally regulated lenders. 

• Advising lenders to take a “critical view” of house prices when calculating loan-to-value 
(LTV) ratios of non-conforming loans. 

o Currently, the size of non-conforming loans is limited to 65 per cent of die 
current value of the property (i.e., requiring a minimum down payment of 35 per 
cent). Discounting property values when calculating LTV ratios will effectively 
increase minim um down payment requirements for non-conforming loans. 

o OSFI is also advising lenders to make similar adjustments to property values 
when calculating loan limits of home equity lines of credit (HELOCs), which 
must not exceed 65 per cent of the current value of the property. 

• Lenders are not to arrange co-lending relationships with other lenders for the purposes of 
circumventing minimum down payment and otha* LTV requirements. 

The measures appear well-targeted at vulnerabilities in uninsured mortgage lending, and build 
upon OSFFs public statements and direct conversations with lenders over the past year. 

The stronger qualifying rate requirement would reduce the number of hi^y-indebted 
homebuyers going forward, while the adjustment to the LTV limit of non-conforming loans 
would ensure riskier borrowers have additional equity in the evoit of a sharp fall in house 
prices. Limiting co-lending would reduce involvement of federally regulated lenders in a small 
but risky segment of the mortgage market. 

OSFI concluded its public consultation process on August 17,2017. The finalized revisions to 
Guideline B-20 are expected to be released in mid-October. 
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